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KEY ECONOMIC INDICATORS 


Values in millions of US$ Current Exchange Rate: 
unless otherwise indicated US$1.00 = TT$2.00 1/ 


2 Percent Change 
ITEM 1972 1973 1974 2/ 72-73 73-74 


INCOME, PRODUCTION, EMPLOYMENT 


Estimated GNP, current prices 
Est. current-price GNP per capita ($) 
Est. GNP at constant (1968) prices 
Indices (1971=100): 3/ 

Domestic production 

Industrial sales 

Industrial employment 
Estimated employment (000) 
Official unemployment rate 


MONEY AND PRICES 4/ 


M,~-~currency and demand deposits 
M>--M, plus time and savings deposits 
Net domestic credit 
Public debt outstanding 
Of which: External 
Interest rates: Central Bank rate 
Av. commercial bank prime rate 
Retail price index (1960=100); ann. av. 


BALANCE OF PAYMENTS AND TRADE 


Net foreign exchange reserves+/ $5.2 33.5 392.0 -39.3% 
Balance of payments, current account -155.2 -26.0 n.a. n.a. 
Balance of Trade -199.6 -90.5 187. n.a. 
Balance of Trade, excluding u.p.a. 6/ -145.3 -45.0 270. n.a. 
Total exports, FOB 534.2 685.9 1712. 28.4% 
Exports, FOB, excluding u.p.a. 261.3 354.1 722. 35.5% 

Exports to USA, excluding u.p.a. 97. 176.0 511. 91.3% 
Total Imports, CIF 733% 776.4 1525. 5.8% 
Imports, CIF, excluding u.p.a. 395. 389.2 452. -1.6% 

Imports from USA, excluding u.p.a. 134. 120.1 S724 -10.5% 
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Sources: Central Statistical Office; Central Bank; unofficial estimates. 


1/ The TT$ floats with the £ sterling (TT$4.80 = £1.00). All figures in this table 
and throughout this report are converted at the approximate exchange rate of 
US$1.00 = TT$2.00. 

All figures for 1974 are preliminary and subject to revision. 

All figures are for the fourth quarter of each year. 

All figures are for the end of December. 

All figures in ttalies cover only January-October 1974. 

u.p.a. denotes transactions in crude oil imported for refining and re-export 
as refined products under special processing agreements. 

January-October 1974 compared with January-October 1973. 





SUMMARY 


Trinidad's robust economy is heavily dependent upon petroleum, 
and although official statistics are lacking, there is evidence 
that the nation may be able to sustain a real growth rate of 
from 6 to 8 percent. Due to weak demand and labor problems, 
production declined or stagnated in most of Trinidad's non- 
oil industries in 1974, but these should pick up somewhat 

in 1975. As in many countries, the most serious economic 
problem facing Trinidad and Tobago is inflation, and the 
current annual increase of over 20 percent in the retail 
price index may create a climate of self-fulfilling long- 
term inflationary expectations. Oil revenues have vastly 
improved the country's foreign exchange position, enabling 
Trinidad to incur a favorable balance of trade in 1974, the 
first in many years. United States exports to Trinidad 
amounted to $171 million in the first ten months of 1974, 


increasing the U.S. share of Trinidad's non-oil import 
market to almost 38 percent. United States imports from 
Trinidad, however, amounted to well over $500 million 
during that time,since the U.S. is the principal customer 
for Trinidad's petroleum exports. 


Central government oil revenue (income tax receipts quadrupled 
in the past two years) will be used to provide "seed money" 
for an ambitious energy-related industrialization program 
involving fertilizer plants, petrochemical projects, an 
iron and steel industry and other schemes. The government 
insists that all major new foreign investment in Trinidad 
be on a joint-venture basis with local majority control, 
and a number of joint-venture projects are already under 
construction. Government participation in all sectors of 
the economy is increasing, not only as a result of joint 
ventures, but also due to production-sharing offshore oil 
concessions and to outright buy-outs of some foreign oil 
investments. Planned or proposed investment in major 
industrial projects provides good opportunities for U.S. 
exporters, especially those dealing in capital goods, 
process technology, and engineering and design services. 





CURRENT ECONOMIC SITUATION AND TRENDS 
Oil -- Key to economic growth 


1974 was a year of spectacular apparent growth for the Trinidad 
economy, solely because it was the first full year of high world 
oil prices. Trinidad's own indigenous oil production (miniscule 

in world terms) increased from 178,400 barrels per day in January 
1974 to well over 200,000 BPD in January 1975, and may hit 250,000 
BPD by the end of this year. Adoption of a tax reference system 
for calculation of income tax and royalty payments trebled Trini- 
dad Government revenue in two years' time, and oil revenue caused 
an eleven-fold increase in Trinidad's net foreign exchange reserves 
during 1974. The sharply increased value of oil output, together 
with generally higher prices for a wide range of other products, 
have driven up the current-price value of Trinidad's Gross National 
Product by over 30 percent, to an estimated $1,500 million. Well 
over 20 percent of this apparent growth is probably due to infla- 
tion, however, leaving a real rate of growth of perhaps 6 to 8 
percent. The Trinidad Government has not published national income 
accounts since 1968, and thus all attempts at estimating domestic 
output, growth rates, etc. are necessarily very crude and likely 

to be quite inaccurate. The basic conclusion that can be drawn, 
however, is that Trinidad's economy is indeed growing in real 
terms, and that nearly all of this growth--at least in 1973 and 
1974--was concentrated in the petroleum sector. 


Production stagnated or declined in most other Trinidad industries 
during 1974, probably due to weak demand and also to an unusual 
number of labor problems, some of which continued to manifest them- 
selves in early 1975. Sugar exports, cement and fertilizer produc- 
tion, auto and appliance assembly industries' output all registered 
declines in 1974, which in many instances followed an equally poor 
year in 1973. In order to provide assistance to some of these 
industries, the government's 1975 budget reduced purchase taxes on 
most locally-assembled automobiles and kitchen appliances, and 
eliminated the purchase tax on locally-manufactured garments. 

These tax reductions have acted as a spur to consumer purchases, 
although their effect is likely to be negated quite soon due to 
overall price rises as a result of constantly increasing costs 

of raw materials, ocean freight, and labor. 


Prolonged labor problems in early 1975 will cause a sharp drop 
in Trinidad's sugar production this year, but contracts already 
concluded at world prices and the European Community's Guaranteed 





Access Price ensure another profitable year for the sugar industry. 
Assuming that other industries hold their own, anticipated 
increases in petroleum production and projected new industrial 
investment should enable Trinidad's economy to continue to grow-- 
in real terms--at a rate of 6-8 percent during 1975 and succeeding 
years. 


Continued price inflation spurs demands for high wage increases 


In the absence of national income accounts and a reliable GNP 
deflator, inflation in Trinidad and Tobago cannot be accurately 
measured, and most people rely upon the Retail Price Index for 
approximate indications. After years of relative price stability, 
consumer prices began to soar in late 1973, and the annual average 
rate of increase was above 20 percent throughout 1974 and into the 
first three months of 1975. Price increases of this size have led 
Trinidad's well-organized labor movement to seek offsetting wage 
increases as three-year contracts come up for renewal. Many wage 
settlements in 1974 called for increases of 35-45 percent over the 
three-year contract, and even higher settlements may become the 


rule in 1975. The major part of such wage increases usually 

occurs in the first year of the contract, and many contracts now 
include cost-of-living “escalator" clauses which will mean con- 
tinued increases as long as the retail price index rises. A 

clear danger in this process is that Trinidadians may acquire 
inflationary expectations which will turn out to be self-fulfilling. 


The money supply expanded in 1974 at the unusually high rate of 

33 percent, in sharp contrast to 1973 when the narrowly-defined 
money supply (M,) grew by less than one percent. The 1973 experi- 
ence was the deliberate result of the Central Bank's contractionary 
monetary policy that year, while the growth rate in 1974 was far 
above the average rate of expansion of about 22 percent per year 
for the 1970-74 period. Although in earlier years the Trinidad 
Government's fiscal policy was generally limited to raising 
sufficient revenue to finance needed expenditure, oil-related 
income now offers the government an opportunity to bring fiscal 
policy as well as monetary policy to bear upon the problem of 
inflation. After a year of tight credit in 1973, commercial 

banks' liquidity ratios increased remarkably in 1974 and were 
nearly 35 percent in early 1975. Banks are experiencing slackened 
loan demand and markedly increased deposits, the latter largely a 
result of accelerated government spending thanks to greater revenue 
from oil and sugar. Net domestic credit declined by more than 

half in 1974, again almost solely due to reduced credit requirements 


of the Central Government stemming from the higher levels of current 
revenue. 





The Caribbean Community (CARICOM) 


Trinidad and Tobago is a founding member of the Caribbean Community, 
comprised of independent states and territories of the Commonwealth 
Caribbean, ranging from Belize in Central America to Guyana on the South 
American continent. The Community's aims include a common market, co- 
operation in various functional areas, and coordination of members' 

foreign policies. The Caribbean Common Market is small (about 5 million 
population) and offers the usual type of producer incentives such as 
tariff protection, tax holidays, and largely duty-free trade among members. 


A favorable balance of trade for Trinidad and Tobago 


High prices for oil and sugar enabled this import-dependent economy to 
reverse its historically unfavorable balance of trade, and a trade sur- 
plus of some $180 million had accumulated by October 1974. In addition 
to producing its own crude oil and natural gas, Trinidad is also an 
important center for refining crude oil imported from other countries, 
the products from which are subsequently re-exported under special 
processing agreements. When these transactions are excluded from the 
country's overall trade statistics, it is seen that an even larger 
trade surplus--$270 million--had accrued by October 1974. This is due 
to the fact that although exports had increased threefold in value, the 
cost of non-oil imports had only increased 41 percent. 


Due to increased sales of capital goods, industrial raw materials and 
agricultural commodities, U.S. exports to Trinidad and Tobago increased 

67 percent in the first ten months of 1974 (compared to the same period 

in 1973). The U.S. market share of Trinidad's (non-oil) imports also 
increased significantly, rising from its traditional 32 percent share 

to nearly 38 percent during the January-October 1974 period. Notwith- 
standing this growth, the United States runs a highly unfavorable balance 
of trade with Trinidad, since we are the principal customer for Trinidad's 
crude oil and refined petroleum products. By way of example, in the first 
ten months of 1974, the U.S. purchased over $500 million of Trinidadian 
exports, excluding petroleum products under processing agreements but 
including Trinidadian production, while selling only $171.5 million 

worth of U.S. products to Trinidad. 


Trinidad's oil revenue and its favorable trade balance resulted in a 
tremendous increase in net foreign exchange reserves by the end of 
1974. This increase was a most welcome development, since reserves had 
fallen steadily in the early 1970's to the point where they could 
finance only four weeks of Trinidad's non-oil imports at the end of 
1973. The eleven-fold increase to $392 million at the end of 1974 
means that the foreign sector of Trinidad's economy is healthy indeed, 


and the nation is capable of importing large quantities of foreign 
goods. 





IMPLICATIONS FOR THE UNITED STATES 


Trinidad embarking upon large-scale industrialization 


The Government of Trinidad and Tobago is acutely aware of the 
economy's overwhelming dependence upon the petroleum sector, 

and is undertaking a major diversification program. While this 
program is necessarily related to energy as the country's princi- 
pal natural resource, it is designed to maximize local utilization 
of petroleum and natural gas to create high-value finished or semi- 
finished products for export. Such industries of course are highly 
capital-intensive and will not do much to alleviate Trinidad's high 
rate of unemployment (officially estimated to be 17 percent). 
Nevertheless, the government hopes that "spin off" industries pro- 
ducing for the local and CARICOM markets, together with construction, 
transportation and other services will create significant employment 
opportunities in the coming years. 


Construction is already underway on an ammonia fertilizer plant 
which is a joint venture between the government and W. R. Grace. 
Additional ammonia plants, several petrochemical ventures and a 
direct-reduction-process steel plant are well beyond the planning 
stages. Projects under active consideration include a furfural 
plant, another cement plant, a glass-making project, a textile 
factory, chemical plants and others. Feasibility studies are 

even under way for a long-range venture to build an aluminum smelter 
to be jointly owned by the Governments of Guyana, Jamaica, and 
Trinidad and Tobago. 


Agricultural diversification also emphasized 


1975 has been designated the "Year of Oil and Food" in the annual 
Budget Speech, to give emphasis to the government's intention to 
use oil revenue to increase agricultural production, and to link 
industrial development with agricultural modernization and 
diversification. The government is considering a number of pro- 
posals to employ the technical expertise, management techniques 
and marketing know-how of foreign firms to increase output in 
non-traditional crops. Primary emphasis is upon expanded vege- 
table and tropical fruit production, as well as improved marketing 
arrangements designed to process food crops during peak seasons. 


Foreign investment welcome on Trinidadian terms 


Trinidad and Tobago welcomes foreign private investment, but the 
government insists upon "meaningful local participation" in all 
major new investments. In practice, this policy is implemented 
to require that 51 percent of equity ownership be in local hands, 
and in the absence of an adequate capital market, the result is 
often a joint venture with the government. In addition to the 
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W. R. Grace fertilizer plant mentioned above, the government is 
also a joint-venture partner with the Tesoro Petroleum Company 

in a local production operation and with Texaco in two small 
petrochemical plants, and nearly all of the planned industrializa- 
tion projects include the government as a joint-venture partner. 
In all of these enterprises, the government emphasizes maximum use 
of indigenous labor, and strictly enforces work permit regulations 
designed to minimize hiring of expatriates. 


Outside heavy industry, the government is already majority owner 
of the company which produces 90 percent of the country's sugar, 
as well as majority partner in a number of small manufacturing 
endeavors. Eventual equity participation in existing foreign 
oil investments is also a basic tenet of the government's policy, 
but one which it has not been able to implement until recently, 
when government oil revenues soared. In August 1974, the govern- 
ment purchased all of Shell Oil's properties in Trinidad (for a 
price of about $45 million, three-quarters of which was paid in 
cash), and in April 1975 the government announced that it was 
buying out Texaco's domestic marketing network in Trinidad. 

Other examples of strong public sector participation are found 
in the offshore oil concessions granted in late 1974 ona 
production-sharing basis, under which the government incurs no 
risk but eventually receives from 60 to 80 percent of the output 
when commercial finds are made. 


Strong opportunities for U.S. exports 


Trinidad's robust economy, its relatively large oil revenues, and 
its ambitious industrialization program all offer unusually good 
opportunities for U.S. exports. Best prospects are in capital 
goods, because exports of U.S.-made consumer items are strongly 
affected by preferential tariffs (soon to be eliminated) which 
still favor goods from Commonwealth nations and by the “negative 
list" which is a protective device to encourage local processing, 
packaging, light manufacturing and assembly industries. The 1974 
expansion of the government-controlled flour mill should result in 
increased U.S. wheat sales as Trinidad expands flour exports to 
its CARICOM neighbors. A self-sufficient poultry (broiler) industry 
offers a continuing market for corn and soybean meal, most of which 
comes from the U.S. Process technology, entire industrial plants, 
and related infrastructure items are needed for all of the pro- 
posed industrial projects listed above. U.S. firms should be in a 
particularly good position to provide engineering, design and con- 
sulting services for these high-technology projects, and as these 
industries provide the expected impetus to economic growth in the 
late 1970's, there should be an across-the-board increase in all 
categories of U.S. exports to Trinidad and Tobago. 

OWTIOg, 








